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KEY ECONOMIC INDICATORS ON WESTERN GERMANY 
In billions of U.S. dollars unless noted 


1988 1989 1990/p 1991/a 


Domestic Economy 
Population (millions; ann.avg.) 
Population growth (%) 


GNP in current dollars 
Per capita GNP, current dollars 
(thousands) 


GNP in German marks 
(1980 prices) 
% change 
Consumer Price Index % change 


Production and Employment 
Civ. Labor force (millions) 
Unemployment (avg. % for year)/b 
Industrial production (% change) 
(local currency base 1985=100) 
Government surplus or deficit 
as % of GNP /c/e 


Balance of Payments (in current dols.)/h 
Exports (F.O.B.) 322.8 
Imports (C.I.F.) 250 .0 395.0 
Trade balance 2eo 55.50 


Current account balance 50:.2 35:58 


Foreign direct investment (new)/d 1.4 n.a. 
Foreign exchange reserves (yr end) 28.5 hias 
Average exch. rate 


(DM = US$1.00) 1.76 1.50-1.60 


Foreign Direct Investment/d 
Total (cumulative; year-end) 62.0 
U.S. (cumulative; year-end) ) 20.2 
U.S. share $% 32-56 


German - U.S. Bilateral Trade/h 
German exports to U.S. (F.O.B.) 26.0 24.8 27.0/g 
German imports from U.S. (C.I F.) 16.5 20.3 21.1/g 
Trade balance 9.5 4.5 5 .9/g 
U.S. share of FRG exports ($%) 8.0 ted 7.2/g 
U.S. share of FRG imports ($%) 6.6 706 6.7/g 


Principal U.S. exports (Jan.-Nov. 1990) in billion U.S. dollars: 
machinery 4,450; chemicals 3,578; electrical equipment 2, 
aircraft 3,036; edible fats and oils 379; motor vehicles 872 


Principal U.S. imports (Jan.-Nov. 1990): motor vehicles 7,889; 
Machinery 5,042; chemicals 3,946; electrical equipment 2,502; aircraft 975 


’ 


p/ preliminary; a/ projections for 1991 are consensus forecasts; b/ as 
percent of total labor force; c/ on NIA-basis, all levels of government 
including the social security system; including the German Unity Fund; 

d/ foreign direct investment in Germany; Deutsche Bundesbank data; 

e/ series break since second half of 1990 due to the inclusion of the former 
GDR Government finances; f/ January through November; g/ January through 
October; h/ series break since July 1990 due to the inclusion of former GDR 
foreign transactions; n.a. = not available. Sources: Federal Statistical 
Office, Deutsche Bundesbank, OECD, German Government. 





SUMMARY 


On October 3, 1990, Germany reunited. Unification came -- 
astoundingly quickly -- as the result of the citizens of the eastern 
German Democratic Republic (GDR) choosing to accept the institutions 
and structure of the western Federal Republic of Germany 
(FRG/Germany) as their own. East Germans chose to express their 
political sovereignty through the Bundestag in Bonn and to be 
governed by the constitution ("Basic Law") of Germany. Similarly, 
east Germans chose to discard the former command economy and, 
through the German Economic and Monetary Union enacted on July 1, 
1990, adopt the currency, laws, and regulations of the free market 
economy as understood and practiced in western Germany. 


Political unity has been accomplished. Although considerable work 
remains in the eastern states to organize local and state 
governments on the west German model, a series of elections in the 
fall of 1990 served to extend the full panoply of west German 
political and governmental institutions throughout eastern Germany. 
All Germans now have elected representatives at three levels of 
government -- national, state, and local. 


The trend of development in the two regions is divergent: western 
Germany is experiencing an economic boom unrivaled in strength and 


perhaps duration by any expansion in Germany in over 30 years. 
Eastern Germany, though now sharing the same currency and banking 
and tax systems, and essentially governed by the same laws and 
regulations as in western Germany, is undergoing dramatic economic 
contraction as it undertakes the structural adjustment from a 
command to a free market economy. 


Whereas western Germany’s GNP grew by 4.5 percent in 1990 and 
appears set for growth at a 2.5-3.0 percent pace in 1991, the east 
German economy shrank by as much as 20 percent last year and is 
likely to suffer a similar fate in 1991. The unemployment rate fell 
in western Germany in 1990 and may yet shrink this year. The 
unemployed in eastern Germany, however, may soon reach 40 percent of 
the work force. Reconstruction, and the demands it will place on 
German fiscal and monetary policy, will remain the focus of domestic 
economic policy for the foreseeable future. Given the current 
strength of the west German economy, the Federal Republic is 
fortunately well poised to afford the cost of unity. 





Domestic Outlook - Western Germany: Although Germany is again 
united, it remains virtually meaningless to speak of a single German 
economy. Western Germany is enjoying a period of strong economic 
growth, while output in eastern Germany is sharply contracting as it 
undergoes a period of radical structural change. Moreover, 
discussion of a single German economy is crippled by the lack of 
reliable statistical data on the economy of East Germany prior to 
July 1, 1990, given the serious distortions caused by East Germany’s 
administered price system. The German statistical authorities are 
still divided on the release and presentation of separate west and 
east, or all-German, data. As a result, the quantitative treatment 
of eastern Germany is kept to a bare minimum and the qualitative 
discussion of the German economy has been split along east-west 
lines. 


In 1990, west German real GNP expanded by 4.5 percent as virtually 
every sector of the economy experienced a strong year of growth. 
German consumers were a primary factor behind 1990’s good fortune as 
private consumption rose by 4.4 percent, the most robust year of 
real consumption growth in more than 17 years. Consumer spending 
was boosted by a number of factors, most notably implementation on 
January 1, 1990, of the last phase of a three-stage overhaul of 
household income taxes. Due to growth in other sectors of the 
economy, in particular in investment, the labor market swelled 


notably last year, adding three-quarters of a million new jobs. 

In addition, job holders took home significantly larger pay checks, 
with net wages expanding by roughly 10 percent. Not all of this 
increased income went to purchases of goods and services, however, 
as the savings rate in western Germany rose by more than a 
percentage point to 14.3 percent in 1990. 


The effect of unification on west German households should also not 
be overlooked. Though impossible to measure precisely, purchases by 
east Germans of west German products was very pronounced throughout 
1990, but particularly after the establishment of the German 
Economic and Monetary Union (GEMU). Retail sales in west Berlin 
rose 50 percent year-over-year in 1990 due to the surge in demand 
from east German consumers. Another indicator of the "unification 
effect" is the large number (more than 200,000) of east German 
commuters, who live in eastern Germany but work in the western 
portion. A significant percentage of their income can be assumed to 
be spent on west German goods and services. 


Private consumption in 1991 is expected by most observers to be 
considerably less robust than last year. Negative factors include 
the rebounding of tax progressivity that was missing in the wake of 
1990’s tax reform; scheduled increases in, inter alia, petroleum 
taxes and a surcharge on income taxes to help pay for Germany’s 
internal and external commitments; and a slightly higher rate of 
inflation. In addition, the slowing world economy and potentially 
unstable oil prices could hinder German growth prospects. Finally, 





the unification effect will lose its robustness as eastern consumers 
begin to sate their appetite for western goods, and concerns over 
the future of the eastern economy dampen consumer confidence. 


Investment in plant and equipment was a key component of west German 
growth last year, expanding by an energetic 8.2 percent, led by 
spending on machinery and equipment which rose 12.1 percent. 
Investment is also expected to taper off a bit in 1991, although 
many observers anticipate that investment in machinery and equipment 
will sustain a very solid real growth rate of at least twice that of 
GNP as a whole. Concerns about world economic trends, higher 
inflation rates, pressure from price competitive imports and 
anticipated higher wage and energy costs are cited as factors that 
will dampen investor enthusiasm in 1991. Nevertheless, very full 
order books, the perceived need to invest to prepare for unified 
European markets in 1992, and peak rates of capacity utilization 
will continue to spur fixed capital formation. Moreover, to a 
significant extent, west German private investors will sustain 1990 
investment rates, shifting a portion of their investment to 

eastern Germany. Public investment in the western states will at 
best remain flat as Germany also shifts its focus to combat the 


tremendous shortage of public infrastructure in the five eastern 
states. 


West German consumer price inflation rose by 2.7 percent in 1990, 
down a bit from 1989, primarily due to favorable exchange rate 
relationships. Most observers expect inflation to move to a 3.25 to 
3.75 percent range in 1991, boosted by higher wage rates (more than 
half of all labor contracts are due for renegotiation in the first 
half of 1991), increased energy costs, and higher capacity 
utilization rates. Should oil prices remain moderately stable in 
1991, inflation could have less reasons to climb, even more so if 
price efficient imports increase their penetration of the German 
market and dampen inflationary pressures. In any case, the sum 
effect of lower private consumption and investment growth, plus 
higher inflation, is the 2.5 to 3 percent growth in real west German 
GNP that most observers expect in 1991. 


Eastern Germany: The inefficiencies of the socialist command 
economy were made grossly evident following the introduction of the 
GEMU on July 1, 1990. In the months since GEMU, it has become clear 
that the average east German firm was only one-third as productive 
as its western counterpart; rarely produced goods of any 
marketability in the west (nor in the east once a choice is 

offered: witness the rapid shift to western products by east German 
consumers); often caused tremendous, indeed criminal damage to the 
environment; and had accumulated large sums of debt. Admittedly, 
the acceptance of the Deutsche Mark (DM) as the currency of the 
eastern region, essentially on a par basis with the introduction of 
the GEMU, grossly overvalued eastern economic output (in black 





market trading leading up to GEMU, the East Mark was valued at only 
5 to 20 pfennigs), thereby dealing a crippling blow to eastern 
competitiveness. Since then, relatively quick wage gains have 
further increased production costs to the disadvantage of firms in 
eastern Germany. 


Moreover, the failure of the former GDR to maintain a modern 
infrastructure base and the unfamiliarity with western legal 
practices have compounded the difficulties faced by east German 
firms in competing in the global marketplace. As a consequence, 
significant portions of eastern industry are likely to disappear as 
reconstruction proceeds. In some cases, west German and foreign 
firms will enter and virtually displace eastern firms throughout an 
entire sector. The eastern state-owned banking monopoly, for 
instance, has all but disappeared as west German commercial and 
various banking associations have entered the market, leaving behind 
only the shells of a few former GDR state banks to hold the 
mountains of former GDR commercial debt. Similar replacement of 
eastern industries with efficient western firms is occurring in 
sectors such as autos, insurance, and food processing. 


The economic consequences will continue to rack the eastern German 
economy throughout 1991, possibly much longer. Though the data are 
sketchy at best, estimates have industrial output in the former GDR 
falling by as much as 50 percent by the end of 1991, even after GNP 
contracted by as much as a fifth last year. Unemployment -- a 
phenomenon almost unknown to the prior, cosseted command economy -- 
jumped to a rate of over 7 percent by the end of 1990 and was 
actually much higher if so-called short-time workers are included. 
Short-time work is a program in which workers continue to receive 
full or partial wages while working shortened hours or none at all. 


Most forecasts anticipate that the eastern economy will continue to 
contract this year, primarily as the result of the disappearance of 
eastern Germany’s export markets and the phased, radical shrinkage 
of the formerly bloated public sector. The consensus among 
forecasts is that the overall eastern economy could shrink again by 
nearly a fifth this year and the unemployment rate (not including 
short-time workers) could reach at least 15 percent. Debate over 
when the recovery will finally begin centers on developments in the 


second half of 1991, with some now predicting an upswing only in 
1992. 


Perhaps the key component of eastern Germany’s recovery will be 
investment. Some economists have estimated that the capital stock 
in eastern Germany on a per capita basis is only one half that in 
western Germany, indicating that the demand for investment is indeed 
enormous. Although public and private investment plans for 1991 are 
substantial -- DM 50 billion in the public sector alone -- a number 
of serious impediments remain for those considering an investment in 





eastern Germany. These impediments are particularly evident for 
investment in or acquisition of an existing eastern firm, although 
starting from scratch with a greenfield investment also faces 
significant hurdles. Impediments include unresolved liability for 


corporate debt and environmental damage amassed under the former GDR 
regime. 


More complicated yet is the property ownership question. More than 
a million claims have been filed with the German legal authorities 
for property in eastern Germany confiscated by various governments 
between 1933 and 1989. These claims not only threaten to overwhelm 
the infant legal system in eastern Germany, but as long as they 
remain unsettled also serve to undermine investor confidence. They 
also have complicated the task of the Trust Agency, 
(Treuhandanstalt), charged with privatizing over 8,000 formerly 
state-run eastern firms. 


Unless Bonn acts quickly to improve the legal aspects of the eastern 
investment environment, many observers believe the recovery process 
could be stalled interminably. The consequence of inaction will be 
higher social costs in terms of protracted eastern unemployment and 
sharply differentiated living standards between east and west. 


Fiscal Policy: The direction of German fiscal policy has shifted 


dramatically in the last two years. According to one measure 
(National Income Accounts basis), the public sector in western 
Germany ran a budgetary surplus as recently as 1989. By 1991, 
however, the public sector will again be in the red, perhaps by more 
than 5 percent of GNP. Moreover, although Germany has committed 
itself to earnestly reducing federal deficits in the medium tern, 
the fiscal challenges facing Germany over the next few years could 
make that goal very difficult to meet, if not illusory. 


The reconstruction of the east German economy under the terms of the 
GEMU -- conditions of almost perfect capital and labor mobility, but 
no exchange rate mechanism between eastern and western Germany to 
insulate change -- will require massive amounts of public 

transfers. These transfers began promptly in 1990, even prior to 
unification, and are set to rise this year. For 1991, Germany has 
budgeted as much as DM 90 billion for federal expenditures in the 
eastern states. Since the Kohl government has so far chosen not to 
cut other services, the increased expenditures resulting from 
reunification are being financed by higher taxes and substantially 
higher borrowing on the capital markets. Other sources of public 
sector revenue have also risen, such as the employer/employee 
contribution rate to the unemployment insurance fund, which was 
recently hiked to counter the growing number of eastern claimants. 





Germany’s public sector borrowing requirements have already had 
consequences for German and perhaps global interest rates. Although 
Germany has set a target of DM 140 billion in total 1991 public 
sector borrowing (5 percent of GNP), the possibility that this goal 
may not be met contributed to the Bundesbank’s decision to raise 
interest rates in February as a warning to policymakers in Bonn. 
Higher German interest rates in turn have put some pressures on the 
European Monetary System and on international capital markets. 


To limit federal borrowing requirements in the face of higher 
domestic and international budgetary commitments, Germany will 
implement a package of tax increases on July 1, 1991. Although the 
package (which was developed by the governing coalition on 

February 26) still requires legislative approval at the time of this 
writing, smooth passage is expected. The increases, to be applied 
on a variety of levies ranging from personal and corporate income, 
gasoline and tobacco taxes, will boost federal revenues by an 
estimated DM 18 billion in 1991 and DM 25 billion next year. Higher 
taxes will likely push inflation rates upward and the real GNP 
growth downward. Although a consensus estimate on the effects on 
inflation and growth has yet to emerge, the tax hikes have 
reportedly led to the revision of the forecast for the 1991 west 
German real GNP growth rate from 3.0 to 2.5 percent. 


Monetary Policy and Interest Rates: In December 1990. the 
Bundesbank (the German central bank) established a monetary growth 
target for 1991 of 4 to 6 percent (fourth quarter over fourth 
quarter), the same target rate as 1990, but applying this time to 
all-German money supply. In recent months, interest rates have 
fallen a bit from their peaks in the summer of 1990. Lond and 
medium term government bond rates are currently in the 8.4 to 8.7 
percent range (March 1, 1991). In February the Bundesbank raised 


the key discount rate to 6.5 percent and the Lombard rate to 
9 percent. 


External Sector: Many forecasters anticipate that external demand 
for west German exports will moderate in 1991, especially as 
Germany’s primary trading partners in Europe and North America enter 
or pass through recessionary periods of development. These trends, 
coupled with the largely fiscally stimulated demand in eastern 
Germany, will contribute to a sharp increase in imports (though 
mostly from western to eastern Germany) and a decline in Germany’s 
external surplus position. Thus, the long-overdue adjustment in 
western Germany’s external accounts has finally arrived, but ina 
way that no one would have imagined 18 months ago. From a peak in 
1989 of about DM 104 billion for the current account surplus in 
western Germany, some economists are expecting a fall to DM 50 
billion in 1991 for Germany as a whole. As the trade and current 
account surpluses narrow with the rest of the world, capital exports 
will also decline vis-a-vis third countries, thus freeing up the 
financial resources needed for the very substantial increase in 
private and public investments in eastern Germany. 





Future Prospects: Reconstructing eastern Germany and achieving a 
rough parity of economic wealth and opportunity throughout Germany 
will require years, if not decades. Government policy makers will 
need to struggle with the large fiscal and monetary consequences of 
financing the reconstruction effort and move quickly to eliminate or 
reduce the uncertainties regarding investment in the eastern 

region. Public infrastructure must be built and inventive solutions 
must be found and implemented for the property ownership, debt, and 
environmental questions. Employers and employed in eastern Germany 
will have to rethink, retool, and retrain to accommodate the 
substantial changes in prices, resource allocation, and demand that 
are accompanying economic restructuring. The citizens of western 
Germany, now enjoying a vibrant economy at least partially 
stimulated by robust eastern demand for western goods, will also 
have to bear costs of unification, through higher interest rates and 
additional taxes. 


Germany is well prepared to face the challenges of unity. Western 
Germany enjoys a high savings rate, high levels of employment and 
output, a public sector that was actually contributing to national 
savings as recently as 1989, a large external payments position, and 
a well-trained and educated work force. It can, therefore, afford 
the large increases in government expenditure required to rebuild 
eastern Germany, as well as contribute to external commitments, such 
as the allied effort in the Gulf. Moreover, as Germany begins to 
repair and rebuild, its exports will likely slow (or at least be 
diverted to the east) and its imports increase, thereby assisting 
the international adjustment process. Finally, given the great need 
for investment in eastern Germany, relatively high interest rates, 
and plans for privatization of public assets in the west, one might 
expect that foreign investment flows into Germany, including those 
of U.S. investors, will also increase. 


Labor -- Two Separate Labor Markets with Divergent Trends: The 
labor markets have remained divided along the old borders and have 
mirrored the different economic trends prevalent in the original 
Federal Republic and the former GDR. 


In the original Federal Republic employment has continued to rise 
and unemployment to fall. The most recent data available show that 
employment reached 28.7 million in December -- up over 2.0 million 
since 1982. Unemployment, on the other hand, was 1.8 million, or 
6.1 percent of the total civilian labor force in December. [In 1990, 
the unemployment rate averaged 6.4 percent of the total civilian 
labor force, compared with 7.1 percent in 1989 and 7.7 percent in 
1988. Moreover, average monthly unemployment in 1990 was the lowest 
since 1982, and the jobless levels for adult males, youth, and 
foreigners were the lowest in years. Nevertheless, in western 
Germany, unemployment remains unevenly distributed geographically, 
often concentrated in large urban centers along the Rhine and in the 
north, while parts of southern Germany face labor shortages. 
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In the former GDR, where reliable employment statistics have been 
available only since July, a quite different situation prevails. 
Unemployment has been rising and reached 7.3 percent of wage and 
salary earners in December. An additional 1.8 million workers were 
registered in a special short-time worker program, which provided 
supplemental benefits to maintain the incomes of employees for whom 
full-time work was no longer available. 


Despite the existence of these two distinct labor markets, the 
movement of people from east to west has slowed considerably. 
However, in Berlin and in the border areas there are reportedly 
large numbers (estimated at 200,000 plus) of commuters, people who 
live in the east but work in the west. This is also reportedly the 
case in certain industries, e.g., construction, where labor is 
exceptionally mobile. 


The disparate economic conditions between the western states and the 
"new" eastern states pose a special problem for collective 
bargaining. Although the old GDR trade union apparatus has been 
dissolved, and the west German labor and employer organizations have 
become operational in the east, bargaining remains compartmentalized 
and pay and hours of work differ sharply from east to west. 


In some geographical areas, such as Berlin, and in some highly 


specialized occupational fields, limited agreements to introduce 
equal pay are emerging. In general, however, pay in the east 
averages about half that in the west, even though weekly work time 
is being rapidly reduced in the éast to the 40-hour level. (Note: 
cost of living expenses for many items in the east, particularly 
rent, will remain significantly lower than in the west for the near 
future.) It is widely expected that full equality in pay will be 
achieved first in certain regions (Berlin and the border areas) and 
industries (construction, finance, and services) before becoming 
general. 


IMPLICATIONS FOR THE UNITED STATES 


Germany’s geographic location in a rapidly changing Europe and its 
own expanding and dynamic market make it an exceptional place for 
American firms to do business. The U.S. Department of Commerce 
reports that U.S. exports to Germany rose in 1989 to $16.9 billion, 
nearly an 18 percent increase over 1988. In 1990, U.S. exports rose 
another 10.7 percent to 18.7 billion. Due to an even faster growth 
of imports from Germany to the United States, however, the bilateral 
trade deficit increased by 20 percent, from $7.9 billion in 1989 to 
$9.5 billion in 1990. 
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The dramatic consequences of events which unfolded in eastern 
Germany and Eastern Europe last year, and the subsequent unification 
of Germany, have resulted in brisk demand for consumer goods in the 
east that outstrip domestic production and labor capacities ina 
number of sectors. In addition, progress toward the European 
Community’s (EC) Single Internal Market continues, and Germany lies 
at the heart of this every-growing market. 


The domestic German market provides many opportunities. West 
Germans enjoy a very high standard of living and a high propensity 
to save. It is a market where quality and service are watchwords. 
German labor and political stability are unparalleled in Europe; the 
national trend is to seek social consensus rather than 
confrontation. While German labor costs are high, they are offset 
somewhat by the fact that in recent years, only one day per thousand 
workers was lost to strikes and other work stoppages. 


While perceptions of American products vary, Germans have an 
especially high regard for American skills in innovation. American 
goods are highly regarded in those areas where the United States is 
most competitive -- at the high end of the market where the latest 
technology is a factor. Among others, U.S. computer software and 
peripherals, electronic components, medical and health care 
products, and environmental protection technologies enjoy 


considerable market share in Germany. A very large proportion of 
American sales are of goods used in the intermediate stages of 
production. Few German firms will opt for a product solely because 
it carries a low price. State-of-the-art technology is valued above 
all else, especially if it contributes to lower labor costs or a 
cleaner environment. 


Computers, peripherals, and software offer the best combined sales 
and growth prospects. The U.S. and Foreign Commercial Service 
(US&FCS) in Bonn has calculated that the computer and peripheral 
market for 1990 reached $16.0 billion and that U.S. imports 
accounted for $4.0 billion. These U.S. sales amounted to a 

27.3 percent share of the import market, and projections for 1991 
estimate a 15-20 percent increase in U.S. imports to Germany. The 
software market also appears promising. Total 1990 sales were 
estimated at $13.9 billion, of which approximately $3.9 billion 
consisted of U.S. products. Projections for 1991 indicate overall 
market growth to nearly $16 billion. 


Other sectors that should receive the attention of American 
suppliers are: pollution control equipment, aircraft and parts, 
electronics industry production and testing equipment, 
telecommunication and fiber optic technologies, and electronic 
components. Attractive opportunities also exist in the photographic 


equipment and accessories, sporting goods, robotics, and aerospace 
fields. 
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The US&FCS continues to encourage greater American participation in 
German trade fairs as the most cost-effective vehicle for 
introducing new or improved products or technologies to the German 
and international markets. Increasingly, the German fairs provide a 
gateway to both the markets of the EC and Eastern Europe. In 
contrast to many North American trade shows, the typical German fair 
is much larger, representing virtually the entire industry, and is a 
highly successful sales point. 


Some of the upcoming major international German trade fairs are: the 
Hannover Industrie Fair, Equitana (equestrian equipment and horses), 
Interstoff (textiles), Interhospital (hospital supplies), FIBO 
(fitness equipment), Ligna (wood and forestry equipment), Techtextil 
(industrial textiles), ACHEMA (biotechnology), SMT/ASIC/HYBRID 
(electronics), Spoga and ISPO (sporting goods), Entsorga (waste 
management), IAA (motor show), Inter Airport, and Inhorgenta 
(jewelry and watches). 


For further information on opportunities to export to Germany, 
including market analyses on the best export prospect industries and 
trade fair information, contact the Germany Desk in the Department 
of Commerce at telephone (202) 377-2434/2435/2841. The address is: 
Germany Desk, Room H-3043, International Trade Administration, U.S. 
Department of Commerce, Washington, D.C. 20230. 


%* U.S. Government Printing Office : 1991 - 282-906/20045 








